Cost systems have been shown to have developed considerably in recent years and activity-based costing (ABC) has been shown to be a contribution to cost management, particularly in service businesses. The public sector is composed to a very great extent of service functions, yet considerably less has been reported of the use of ABC to support cost management in this sector. In Spain, cost systems are essential for city councils as they are obliged to calculate the cost of the services subject to taxation (eg. waste collection, etc). City councils must have a cost system in place to calculate the cost of services, as they are legally required not to 'profit', from these services. This paper examines the development of systems to support cost management in the Spanish Public Sector. Through semi-structured interviews with 28 subjects within one City Council it contains a case study of cost management. The paper contains extracts from interviews and a number of factors are identified which contribute to the successful development of the cost management system. Following the case study a number of other City Councils were identified where activity-based techniques had either failed or stalled. Based on the factors identified in the single case study a further enquiry is reported. The paper includes a summary using statistical analysis which draws attention to change management, funding and political incentives as factors which had an influence on system success or failure.
Introduction
Activity Based Costing (ABC) and its derivatives have now enjoyed over a decade of high profile. Adoption rates now run over 20% of large companies in the west. In addition to its application in a wide variety of commercial manufacturing business it has also been adopted by public utilities, by wholesale and retail organisations and by a range of service firms (Innes and Mitchell, 1995 , Innes et.al. 2000 , Drury and Tayles 2000 .
The emergence of ABC has been accompanied by a development phase which has revealed a number of applications which extend beyond merely costing to several important aspects of cost management (ABCM, ABM). Indeed, this breadth of application and the considerable benefits which it continues to promise justifies the prediction made some time ago:
'…(ABC) certainly ranks as one of the two or three most important management accounting innovations of the twentieth century'. (Johnson, 1990) But also that:
'a juggernaut is loose in the business world' (Johnson 1992) It has been shown that ABCM /ABM are still more frequent applications of activitybased techniques than the costing of products or services (Innes et al 2000) .
Kaplan has stressed that it is a management system not an accounting system. The ABC system derives its power from the way its outputs can be used for cost management (Cooper and Kaplan, 1992a, Kaplan and Cooper 1998): "ABC information, by itself, does not invoke actions and decisions leading to improved profits and operating performance. Management must institute a conscious process of organizational change and implementation if the organization is to receive benefits from the improved insights resulting from an ABC analysis."
Cost system have been shown to have developed considerably in recent years (Drury and Tayles 2005) and since its introduction in the late 1980's activity-based costing (ABC) has been maintained to be a contribution to costing and cost management with considerable success in the private sector, particularly in service businesses. The public sector is composed to a very great extent of service functions, yet considerably less has been reported of the use of ABC to support cost management and accounting in this sector. Additionally, somewhat predictably, there has been less publicity given to the failures of cost system development and ABC.
This situation can be extrapolated to Spanish public sector, where town halls are obligated to calculate the cost of services subject to taxation. In this way, town halls must have a cost system in place to calculate the cost of services as precisely as possible, as by law they are banned from making a profit from these. Due to this law, some town halls have tried to develop an ABC system to fulfil these requirements; most of them have failed in the attempt. In this regard, this study analyses the causes of the nonsuccessful implementation of ABC systems in the Spanish public sector.
The structure followed begins with a section about ABC, its development and implementation. This is followed by a discussion of management accounting in the public sector including the situation in Spanish city councils. The research approach and method are dealt with next followed by a presentation and discussion of the findings. Finally we draw some general conclusions about the essential features for successful implementation of ABC information in the Spanish public sector.
System Applications: ABC, ABCM and ABM
Cost management is a part of an ABC system which includes overhead cost reduction, activity-based cost management, and analysis of non-value-added activities. The performance-improvement applications are used for changing the way things are done in order to achieve, among other things, substantive cost savings in carrying out a business process.
The surveys conducted by Innes et.al. (2000) were significant in the sense that they focused on the differing areas of application of ABC in the UK's largest companies. Findings of these surveys include the fact that cost management applications outweigh the product costing applications which were central to ABC's initial development. The cost reduction and cost control applications of ABC are most popular among its users. ABC users claim that it can change behaviour in the organisations in a wide variety of ways through the impact of information which ABC generates for management decision-making.
Consultants are not insignificant in their authorship of ABC articles (Bjornenak and Mitchell 2000) . One group of consultant authors confirms that from their experience there have been significant changes in ABC systems. They summarise these in three different stages-infancy, teens, and adolescence (Ashworth and Evans, 1995) .
Organisational, Operational and Behavioral Consequences
The introduction of ABC system has directly affected the working procedures or operations within organisations (Friedman and Lyne, 1995) . These include the working procedures of management accountants, attitudes and structures within the finance function, relations between finance and operational departments and attitudes and structures in the organisation as a whole.
The introduction of ABC systems influences how people think, how the work of different organisation members interrelates with each other, and how the organisation is structured. The changes in the way people think and the way they interact will affect the permanence and effectiveness of changes in working procedures or techniques.
In many companies the initiative to introduce the ABC system is seen as part of a general culture change. The ABC system improves the cost awareness among the staff and managers. ABCM is more specifically aimed at structural change in a business unit.
Systems are often being introduced into companies which are in the midst of a significant change programme.
ABC Implementation
Several reservations exist constraining the rapid adoption of ABC, most important among them are the expected scale, complexity and cost of change involved in design and implementation. Employees reservations about ABC based on suspicions that it would be used to achieve cost reductions through redundancies, and increased accountability; and difficulties in overcoming resistance to change due to cultural reasons.
Both academics and consultants are developing greater knowledge about suitable implementation, this covers both design choices and implementation procedures.
Cooper has documented a structured approach to implementation (Cooper and Kaplan, 1992b ) which involves making decisions about design choices on the one hand a structured implementation methodology on the other.
Top management commitment is required to ensure the input and co-operation of people from all departments. Lack of commitment sends wrong signals that the new system is not important. Management should determine that employees are ready for the change before implementing the ABC system. The employees must believe that changes to ABC will improve matters and for this a pilot project can be carried out, which will quickly demonstrate payoffs to managers and staff.
The implementation team needs to know enough about the theory and practice of ABC so that they can design an appropriate system. The management has to have enough knowledge about the theory of ABC and its potential benefits so that they can accept and use the findings of the project. The ABC system must become integral to performance evaluation. Failure to include ABC measures in performance evaluation sends the message that it is unimportant and can be assigned a low priority. Shields and Young (1989, 1994) note that ABC systems are administrative innovations rather than technical innovations and should be researched in that wider context. Several studies have been undertaken relating to the success of ABC amongst adopting firms. In the UK Friedman and Lyne (1999) used longitudinal case studies to explore factors influencing ABC success. They found that ABC success was associated with a clearly recognised need for ABC at the outset, broad based support for it beyond the accounting function, and adequate resourcing of the implementation. The survey by Innes et al. (2000) investigated the association between ABC success and top management support, the involvement of consultants, and user involvement in the implementation. Only top management support had a significant impact in explaining ABC success.
A number of the studies relating to the factors influencing ABC success have been undertaken in the USA. Success has been measured by management evaluation (Shields, 1995) , use and satisfaction with ABC (Swenson, 1995) and employee satisfaction (McGowan and Klammer, 1997) . Shields (1995) acknowledges the difficulty in defining ABC success, pointing to vagueness in the literature and a failure to achieve consensus about a definition, even after consulting ABC experts. He found that respondents' perception of success was linked to six behavioural and organisational variables: top management support; integration with competitive strategies; performance evaluation and compensation; nonaccounting ownership of the ABC project; training provided for designing, implementing and using ABC; and the provision of adequate resources.
Building on Shields and Young (1989, 1994) , he asserts that: …consistent with other administrative innovations the successful implementation of a cost management system does not depend on the technical resources, such as whether (or what type of) software is used whether the system is integrated with other accounting systems or stand alone, or whether external consultants are used. (p151) In his empirical work (Shields 1995), he found no correlation between perceived ABC success and technical variables such as software used, stand-alone system or external consultant (p161). He also pointed to the importance of training in designing, implementing and using ABC, firstly, as an important way to integrate ABC into the company and, secondly, to provide an opportunity to achieve non-accounting ownership.
Shields concluded that the key to successful ABC implementation is effectively dealing with specific behavioural and organisational variables, and that success is more likely when the six variables identified are acknowledged as part of an integrated implementation strategy. Top management support for ABC is very important because senior managers can focus resources on activities they deem worthwhile and sideline innovations that they think are not. Swenson (1995) Using data from a sample of 166 firms, Foster and Swenson (1997) examined the effect of using alternative success measures. They concluded that highest explanatory power was found from broad-based ABC success measures and identified potential success measures that have been used in part to guide this study: the use of ABC information in decision making, the decision actions taken with ABC information, and the dollar improvement resulting from ABC.
ABC Problems
As more organisations and researchers have gained experience of ABC, practical problems in implementation are variously discussed and criticisms have emerged (Cobb et.al. 1992; Cooper et al. 1992; Connolly and Morrow 1994; Friedman and Lyne 1995; Malmi 1997) .
Some early tentative observations on ABC have been confirmed by the results of later studies. The implementation of ABC systems requires a major change that involves disruption and commitment of resources over a substantial period of time (Innes and Mitchell, 1991) . The costs of ABC may be relatively high and therefore the benefits have to be substantial for it to be worth adopting (Staubus, 1990) .
Data collection problems are associated with cost driver data about the individual product or services. It is a complicated process to determine the appropriate activities and cost drivers and to collect this data. Additionally, the existing accounting information system may not be in a suitable form for ABC analysis.
The amount of work involved applies both to the design team and the accountants implementing it. Generally more than one interview is required with managers to agree the definition of activities and the amount of resources being devoted to each activity.
Some activities cross departmental boundaries and this requires co-ordination of information from many interviews to determine the major activities.
Several members of the implementation team take interviews and collect data, so consistency is required in their approach. Project team members should be clear about what they are costing and how it is defined. There should be consistency in costing and level of details required for data.
The non-focus of senior managers and implementation team on specific business issues may lead to failure of the project. The companies who adopted this system without any clear perceived need may meet with negative results. As the company is not ready for the implementation and staff think that the new system is being imposed on them so they do not develop any commitment to it. Sometimes there is need for an ABC system but this is not being communicated well by senior management to the managers and staff of the company (Friedman and Lyne, 1995) .
Most organizations experience some degree of delay in implementation of ABC systems which causes inconvenience. There are many sources of delay, for example, financial crisis, pressure of work, and some times other priorities. After deciding the focus of project, it is important to consider how quickly ABC should be introduced. A pilot approach can be adopted. The benefits of this approach are that it enables the approach adopted to be tested and, if necessary, modified; and it allows some early outputs to be achieved.
Employee resistance is a major obstacle in implementation of ABC system. Such resistance is natural as the most common objective of the ABC system is to effect a reduction in overhead costs, and in almost all circumstances this will involve a reduction in personnel. And after having been downsized, TQMed, and reengineered, managers and non-managers alike often greet ABC as the latest threat to their jobs.
The resistance to ABC system comes from either accounting or non-finance functions and some times from both. Any initiative to introduce the new system from outside the accounting department is opposed by accountants as they are used to old system and they do not believe that new system will dramatically change the definition of success and failure. Similarly, the non-financial personnel do not like the interference and suggestions about operations from the accounting department. 
Spanish Public Sector
In Spain, cost systems are essential for town halls in that they are obliged to calculate the cost of the services subject to taxation (waste collection, etc). Town halls must have a cost system in place to calculate the cost of services as precisely as possible, as by law they are banned from making a profit from these. The service cost must be equal to or less than the tax collected.
Much cost information is needed to fulfill legal requirements and to help the decisionmaking process. It would seem logical therefore, to expect that town halls have developed cost calculation systems. The reality is generally not so, some statistical data and studies show that (Garcia Alegre 2000) not more than 40% of the Catalonian Town Halls over 50.000 inhabitants had presented the legal information about the cost and performance of the services subject to taxation. Of this 40%, less than 10% use a minimum development model of calculation. This calculation of costs is undertaken to comply with the most basic legal requirement that should be complied and is not in a form of information that helps to improve the management and decision making process of the organisation.
The paper attempts to address this shortcoming in management accounting systems development in Catalan town halls. Three related enquiries have been undertaken:
• An empirical study (survey) of Catalan town halls of towns of over 20,000 inhabitants to find out the common practices in management accountancy, including the degree of development of the management accounting tools used.
• A case study analysing the costing and ABC model of one Catalan Town Hall. This is the only known Catalan town council that has managed to successfully introduce an ABC-type cost model. In addition to describing the model itself, through 28 interviews with users of the information derived there from, (public managers and the individuals in charge of introducing and designing it) the key factors as to why the model has been successful in the organisation are identified.
• An empirical study (survey) of the remaining Catalan town halls to find out the reasons for the extremely modest development of cost systems, including the non-successful development of ABC, despite the existing regulations requiring some cost analysis.
In particular the last two elements enable the research to answer in a reasonably robust manner what are the key factors of success or failure regarding implementation of a cost system in a Town Hall?
Research Methodology
Considerable ABC research has taken place during the last decade using both case studies and surveys. The use of case studies is recommended by Kaplan (1986) as a method of exploring interesting phenomena in accounting. Scapens (1990) sees case studies as a way to understand management accounting practices and the factors that influence them in a business context. The researcher is encouraged to 'mess about in mucky problems'. Spicer (1992) provides a developed discussion of case studies in the context of the development of contemporary research in management accounting.
In this research a mixed approach is taken, in that after initial interviews with managers in one municipality, a survey was used to capture the views of managers in others. This was seen as an appropriate means to identify and confirm, at this stage, managers' opinions as users of the system and as a possible precursor to initiate corrective action based on the results. The research originated based on interviews with managers in both accounting and non-accounting in one municipality within Catalonia. The interviews all made use of non-directive questioning with the aim if discovering the views of the managers involved. Based on a discussion of results of the interviews, they were followed up by questionnaires addressed to representatives of 53 other Catalonian towns.
Findings and Discussion

Management Accounting Practices In Catalan Town Halls.
To obtain an overview of management accounting systems in town halls a short survey was despatched to 53 representatives of Catalonian town halls. There were 21 usable replies. From these, examining town hall cost calculation systems and analysing their technical development, the conclusion is that on the municipal level there are basically two different cost calculation systems whose methods can be outlined in the two figures below. Figure 1 shows the cost calculation method most commonly used in town halls. Its starting point is the total budget of the city council, splitting it in two big groups: direct and indirect costs. The first group, direct costs, is allocated to the services according to the functional budget. The functional budget is a standardized management tool of the Spanish Public Sector, which is used to capture how the municipal funds are allocated to support different public services (waste collection, police, street lighting, sports centres etc.). In that way, the result is that all the city councils are actually calculating the estimated direct costs of all the services they are providing to the citizens.
Benchmarking can be used to measure the efficiency in the management of these services. The indirect costs are allocated into a general cost centre called "structure", which in then apportioned amongst the services according to a flat rate (direct costs of the service / total direct costs). The result of this flat rate of tax is that those services which uses more direct cost, are receiving more indirect cost. This has two very important weaknesses:
The entire municipal budget is considered a cost (including investment line items or payments on debt capital).
The indirect cost allocation is not appropriate. Given the heterogeneity of the services, the heavy proportion of indirect costs over total costs and the different options for service provision (direct provision, concessions...), the allocation base is potentially highly misleading for costing and cost management, a more refined allocation criterion appears to be desirable.
As a result of these weak points, the information generated from the model is not very useful and is biased, which is particularly serious if taxes and prices are set based on this method. The fact that the managers and users of the system perceive that the information from the system is biased and not very useful might also influence the scant interest shown (by some town halls) in using these management tools. Figure 2 shows the second most popular method followed by Catalan town halls to calculate the costs of services for citizens. In this figure it can be seen that as in the previous methodology, the starting point is the total budget, and the functional budget is still used to accumulate the direct costs of the services. The difference, however, is that there is a relationship with the organic budget (by areas). This methodology is an improvement on the previous one in the sense that there is not a single centre accumulating indirect costs rather different ones are used related to the different services provided. In this way, the second method of indirect cost allocation is claimed to be an improvement, although there is still the problem of passing on an area's indirect costs to the services it provides.
In Catalan town halls (especially in municipalities of 20,000 to 50,000 inhabitants) there is widespread use of cost centres, which compromises the calculation of the cost objective when the weight of the indirect costs is high and when there is great heterogeneity among the objectives. Therefore, one of the problems detected is the lack of a cost system adapted to the peculiarities of the town halls. In addition to these methodological problems, there is also a lack of interest in or resources for evolving an improved methodology. The cost models are over ten years old in 55% of the respondents, and over five and under ten years old in 35%. This shows that the town halls made attempts to adapt to the 1988 law regulating Local Tax Offices, but that this interest in improving their management tool has waned over time. For example 60% of town halls have made no change to their cost system since it was first introduced, and the average score given by town halls in terms of satisfaction with their cost system is 4.4 (on a scale of 1-10). Therefore, the town halls are fully aware that there is room for improvement.
It appears that the cost systems are not the main management accounting tool in town halls; rather, as expected, the budget is. However, the budget is not used as a tool to improve management but as a tool to control public funds.
One of the main functions of the budget is making comparisons with the actual spend by calculating deviations (variances). If improved management were pursued, this would have to take place just after the service or the activity, as if we wait for the budget closure to calculate the differences, this information could only be used for the process of preparing the budget for two years hence (remember that the municipal budgeting process begins in September, before the budget is closed). The fact is that very few town halls calculate the deviations immediately after the service or activity, which demonstrates that the budget is more a tool for calculating the allocation of public funds than a tool for improving management. There is no basis in the system currently used to identify cost reduction or performance improvement programmes. The survey confirmed that the deviation calculation is not generally used to monitor actions or take corrective measures, fact confirmed by 55% of respondents.
The fact is that hardly any town halls have a cost system that allocates indirect costs with any reasonable degree of accuracy. This means that the services suffer from serious over-costing or under-costing on a regular basis. This inefficiency means that the public sector spending is generally rising and on a national scale is harming the Spanish economy.
The overall conclusion of this brief survey is that a lot remains to be accomplished not only on the technical level and in the development of management tools, but also especially in changing of certain managers' mindset as regards the usefulness of these tools and their positive influence on improving citizen-focused, efficient management. A case study of one municipality which had successfully improved the cost system it employed is now presented.
The Study of Successful ABC
One municipality worked to improve the sophistication of their costing system which had all the characteristics of an ABC approach. It was concluded that this could be the basis of extending the current work and use a case study of this organisation as a platform. This study consisted of 28 semi-structured interviews where different decision-makers in the town hall were questioned on their overall opinions of the model being applied, the usefulness of the information derived from it, the validity of this information, their degree of knowledge about this model and, the key variables behind the success or failure of the model. This case study will enable us to identify certain factors, both those internal and those from the environment (organisational, individual behaviour and technical), which are necessary to ensure the success of the introduction of a cost system in a town hall.
Three major groups of variables will be highlighted: 3. Talking about technical variables, we have to say that is the less important group. Only three variables related to the system were detected and none was scored over 70%. According to interviewees the model and variables related to the model are less important than variables related to the organization and variables related to the individual behaviour. The succes of the tool in a town hall requires two basic things:
"support of the higher management and a previous work of awareness and explanation of the convenience of the tool for the organization"
In this case study 17 variables have been detected that influence the success or non success of a cost system in the municipality. These factors are now used as variables to contrast in the survey that is developed for other in the following section.
The Reasons for the Low Degree of Development of Cost Systems in Catalonian Town Halls
Following the initial enquiry at the single town hall the enquiry sought to explore further the reasons behind the current status (the scant development) of cost systems in town halls.
This survey was addressed to town halls where attempts had been made to implement improved cost systems on ABC lines but these had stalled or failed.
5 According to managers and users opinion: the lower average age the greater probability of implanting the system successfully (more receptive to accept new management tools). 6 According to managers and users opinion: more level of training greater probability of implanting the system successfully (more receptive to accept new management tools). In particular, six variables have been found that are extremely important (most scored items, see table 1) and which must be borne in mind if management wish to successfully introduce and use a cost system in a town hall. As a result of the study of these variables and the behaviour between them (annexe 2), a model has been defined of the characteristics needed to achieve an efficient cost system that is not rejected by the organisation.
The trends in this model could be divided into two clearly distinct parts: first, the model must be publicly supported by politicians and technicians (figure 3), and the entire organisation must be aware of this support from the time the model is introduced until it is fully established. This support must not be just lip service; it must also be expressed in resources (monetary, human, ...) . Secondly, the organisation's fear of change must be overcome (figure 4). One of the ways to do this is to stress that a cost calculation system is not a tool for monitoring people but a tool that, when used properly, enables the management to improve. If we stress that this tool is useful, we will overcome this fear. However, in organisations where the average age of the staff is higher, there will be a greater fear of change and less willingness to adopt the tool. In particularly if there is a lack of interest from politicians, which translates into a significant lack of resources for introducing any management tool. Another of the problems shown is that the fear of change has not been overcome, and we even find public managers who believe that cost systems are of little interest. These are the reasons the cost systems in town halls have failed to be developed and accepted. 
